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March 26, 1984

The Honorable

William J. Casey

Director

Central Intelligence Agency
Washington, D. C. 20505

Dear Bill,

In addition to whatever use you may extract from the attachment,
I would urge you to make two points to the silicon valley industry
people.

1. The issue of Japanese quality vs. U.S. quality will not
be resolved through rhetoric or public relations. If the
U.S. industry cannot demonstrate equivalent or better
quality it will see a continuing erosion of its market
share in the U.S. The Defense Department's effort to
bring to task companies who have failed to meet DoD
specifications is an effort that we consider entirely
appropriate and indeed should be redoubled.

2. Increasingly in Europe and the U.S. domestic companies
are serving as a '"trojan horse" for Japanese semiconductor
and computer suppliers. That is, the Japanese companies
such as NEC, Fujitsu, Hitachi have made arrangements to
supply top-of-the-line computers and permit the domestic
firms to affix their own labels. (Bob Gates' people have
some good data on this.) We view this as a dangerous
course in a national security context as well as in a
commercial context.

Sincerely,

(

A

ionel H.\Olmer
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Nddress by

Lionel ll. Olmer

Under Secretary for International Trade
U.S. Department of Comnerce
Before the
Comnmonwealth Club of California
S5an Jose, California
February 23, 1984

Trade with Japan and China: Impact on Silicon Valley

‘The Age of the Pacific is upon us. The focal point for many of our
‘national interests, and the economic center of America's. trade, has
shifted dramatically from the Atlantic to the Pacific -- ending a
350-year tradltlon.

The long-tern inplications of this shift will affect our country's
econony and each of you in Silicon Valley in ways now clear to us
and in other ways not yet discernible.

then success stories about Silicon Valley are told, you expect
adjectives like "brash," "aggressive", and "cocky."

One of your more humble residents, not given to understatement,
is Jerry Sanders, founder and Chairman of Advanced Micro Devices.
Jerry was quoted in a recent London Financial Tines article as

saying, "I believe we can grow next year -- more than we grew in
our first 14 years." I think confidence and optimism about the
future better describes the spirit of The Valley -- and this is

indeed. captured in Jerry's remark.

lligh-technology industries are the most dynamic part of the U.S.
econony. And they are critical to U.S. economic growth, to our
international competitiveness and to our national sccurity.

They are propelled by sustained investment .in research and
development whose purpose is to create and introduce new products
and processes. llo ivory-towered intellectuals searching for purity
in the abstract -- their commitment to costly scientific discovery
derives from a maxim of successful business knowledge and its
application enable one company to be more conpetltlve than another.

Most of these industries are also characterized by relatively hlgh
levels of exports. UNote that:

o ITine out of ten of the fastest growing U.S. industries in
recent years have been high technology industries.
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o These industries have been a net deflator in our cconomy
as their rate of price increases were only a third of
those posted for overall U.S. inflation.

o Labor productivity grew six times .as fast as that of total
U.3. business.

o The Dbenefits from high technology diffuse throughout the
economy as innovation enhances product quality, reduces
costs and increases pProductivity in other industries.

o Iligh technology represents an increasing proportion of our.

world trade and is a major positive contributor to our
balance of trade. '

Other nations and foreign entreprenuers also perceive the seminal
importance of high-tech and thus we are being challenged with-
greater intensity than ever before. Is your optimism warranted?

I want to discuss some of the problems crecated by foreign
competiton and the opportunites it creates. TFor even though your

industry is booming in 1984, nost of you remember only too well the’

pains inflicted by the recession. We should not forget that those
who overlook the lessons of history -- said someone whose name 1
can't remember -- are condemned to repeat it.

Where will the U.S. industfy be when the next slowdown occurs.

Reflect on the 1974 recession, when U.S. manufacturers cut-back
their capacity, only to find themselves unable to ncet the demands
of succeeding boom years. They were forced to look on while
aggressive marketing by Japanese competition resulted in.
significant lost sales and custoners. :

Staying ahead of competition is not a sinple matter of designing
the best product at the lowest cost. Among domestic impediments,
your firms nust also compete with a complex system of supports
which foreign governments use to protect their domestic industries.

I am talking here. about barriers and incentives such as investment
restrictions, performance requirements and, what we've recently
begun to identify as "targeting". This is a process by which a
governnent can apply a relatively small subsidy in research and
developnent, along with other types of financial, tax and
regulatory support, .that catapults an emerging industry beyond its
conpetitors in other nations. It's not necessarily illegal or
unfair or bad -- unless, of course you're on the losing end!
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Inﬁerdependence

Technology has made national econonies mere fractional components
of the world's trading system. Twenty-five percent of everything
produced in the world is sold across boundries. Seventy percent of
everything sold in America competes against products from other
countries. Financing, production, and marketing increasingly take
place on a worldwide basis. :

Engineers and businessmen in Latin America and Asia have access to
the latest technology, production techniques, and financing.
Hations, therefore, create their own comparative advantage,. not out
of thelr natural endownents, but fron knowledge and initiative.

e have also experienced the emergence of world joint ventures

between private parties which transcend national. economic

.policies. Two examples are the AT&T-Phillips agrecment to sell

digital switching equipment for telephone networks outside the U.S.
and the IBM-Matsushitavagreement to manufacture a Japaneoe personal
computer to be bullt and sold in Japan.

Producers of computers and teleconnunications components are linked
through networks of technology-exchange agreements which include
shared production of components, the manufacture of brand name

. devices for marketing under domestic identification, and the new
- Phenonenon of cooperative research and development activities.

A product which conmbines communication and equiprnent technology

could include a video display:.unit manufactured in lorea, a pPrinter
manufactured in Japan, components built in Malaysia, a disc drive
nanufactured in Singapore and a micro-computer made in the U.S.A.

Trade in the U.S. Cconomy

In the U.S., exports now account for 20 percent of industrial

" production and 40 percent of our agricultural output. And, as

everyone in this audience knows, I hope, exports create jobs -- a
heck of a lot more than have been lost thru global 1nterdependence.

Every billion dollars worth of exports creates about 25,000 new
jobs in this country. In the past five years, more than 80 percent
of the new jobs created in manufacturing =-- a total of nearly 5
nillion -- wvere export-related. ‘

N report by Business International Corporation demonstrates that

"The greater the intensity of foreign investment the fewer jobs
lost in the U.S.".
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The study looked at an ll-year period of 55 manufacturers and 3 oil
conmpanies with worldwide sales of $307 billion. Those firms
investing nmost outside the U.S. incrcased employment in the U.S.
12.0 percent. Firms investing less outside the U.S. decreased

"employnent in the U.S. 2.5 percent.

-- Sales outside the U.S. grew nearly twice as fast as sales to
U.S. custoners (440 percent compared to 256G percent).

-- The trade surplus was even nore dramatic, rising by six-fold,
from $4.6 billion in 1970 to $25.6 billion in 1931.

Protectionism

We've never depended so much on exports as we do today for our
economic growth. And yet, just when it's important for us to
pursue open world trade, protectionist sentiment in the U.S. is
growing -- certainly as measured by activity in the Congress where
at least 89 pieces of protectionist legislation -are pending.

Interdependence is stimulating fierce and sometimes unfriendly
trade competition. The ripple-effects of which reach to the

Legislature.

Japan

Outside of Canada, Japan is America's biggest international
customer, and the United States is Japan's biggest trading
partner. Trade frictions are.inevitable, given the dimension of
our econonic relationship. '

The situation was summed up aptly by President Reagan in his recent
spcech to the Diet of Japan when he said that Americans believe
that the Japanese market is less open then the Japanese believe.

America's trade deficit with Japan was $19 billion last year, and
$8 billion of this was in electronic products. Since 1979, the
deficit has grown larger each year and will increase again in 1934
to between $25-28 billion.

In the past 30 years, a nunber of America's trading partners have
targeted their infant industries. Because of the shecer size of the
U.S5. econony we could tolerate pressures resulting from these
practices. DBut that is no longer true and I think we have rcached

a crossroads in world trade.
The U.S. no longer dominates. We're more sensitive to trade. We

depend mnore on both exports and inports. And we cannot afford to
be the shock absorber for world econonic fluctuations.
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Our trade deficit is enormous and growing. Iligh tariffs are no _
longer the barriers they once represented to market access in the
world or in Japan. TFor example, Japan has done an admirable job in
reducing tariffs; but many other barriers remain.

We have been negotiating with Japan for the last three years. hnd
ve have made some progress.

In 1982 we formed the U.c.— Japan working group on high technology
and it has achieved some important successes. The Japanese

.government has pledged: to encourage Japanese purchasers to buy

more semiconductors from U.S. suppliers; to discourage the pirating
of semiconductor products; to improve patent protection; and to

pr rovide U.S. manufacturers greater access to research and —_
developmnent activities in Japan.

The agreement follows nearly a year of intensive negotiations. It
offers U.S. oen1conductor manufacturers opportunities for increased
sales that were'nt previously available before to Japanese
semiconductor users and to other industrial sectors.

LCarlier this year, the UHippon .Telephone and 7elegraph Public
Corporation (IITT) aqgrecement between the U.S. and Japan was renewed
and ‘extended through December 31, 1986, with what we believe to be
nore benefits for U.S. firms.

HTT has agreed to improvements on procurement specifications, to
the terms and conditions for standard contracts, and to the
protection of proprietary information. On research and
developnent, HTT has agreed to treat U.S. firms the same way it
treats domestic conmnpanies.

The U.S. lational Bureau of Standards (lIBS) and {I?T have signed an
agreement which provides HBS with enhanced access to UTT technology
which ultimately will help U.S. firms to develop downstream
products for future IITT procurenent.

We have made substantial progress. llevertheless, old habits die
hard -- on both sides. There are cynics in America who won't make
the effort to succeed because they don't believe that the
opportunities have incrcased. Despite sincere efforts of many at
the top, we all know how burcaucracies can resist change. And
ve're facing that now, in respect to items of major concern.

- Proposed computer software legislation which may include
authority for the trade ministry to conpel the licensing
of American technology in Japan, and a reduction in the
time software may DLe protected from copying.
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- Proposed legislation which may include a domestic Lontcnt
requirement for telecomnunications services -- a new trade

barrier to foreign firms.

- N satellite procurement policy which states that only
donestically manufactered satellites may be purchased.

'We are out on top of these issues and have expressed our
d1sapprova1 in the strongest pos51ole terms. I am optimistic that
our views w111 prevail.

Low-Tech

This is not an audience beéfore which I should.belabor the problemns

and opportunities of basic industries. But these industries are of
enormous size -- here and in Japan. And, we are very competitive’

in many of themn. .

In late 1982, .1 visited Japan to better understand Japanese
high-technology industries. I concluded that the government's role
is pervasive, significant and unique

- Last nmonth, I returned to look at the structurally depressed
industries such as petrochemicals, chemical fertilizers, pulp and
paper. - The government labels these "uncompetitive", and
"depressed" partly bLecause of high energy and raw materials costs
and excess capacity.

In the U.S., depressed industries are strongly affected by
increased imports. llot so in Japan. Similar to my previous
findings in the high-tech area, I found extensive
government-industry cooperation in Japan's depressed industries.
Both government and industry groups work together to preserve a
core industrial base.

Why do we need to know more about these industries? -Because the
U.S. is competitive in many of them. Even a small change in U.S.
market share could appreciably inprove our trade position wlth
Japan.

I hasten to repeat that there is not necessarily anything wrong
with this and many would say it's laudable. Illowever, it is an
important process for us to understand. First, these narkets offer
significant opportunities to U.S. bus iness, second, and perhaps
more important, governmnent-business interaction in these industries
is similar to that in the high-tech industries.

Our major concern is that this process must be more open and take
into grcater consideration the interests of foreign producers.
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I have reconmended that U.S. representatives be permitted to
observe or even participate in the industrial structure councils
where discussions take place on future directions of industry. I
believe such a procedure will be worked out in the near future to
our nutual satisfaction.

In llovember 1983, a group of American high-technology compaay
officials, including Rubin Mettler of TRW, met a similar group of
Japanese led by Mr. Marita of Sony. They concluded an agreement

‘'which commits the Japanese executives to provide greater

opportunities for foreign suppliers to win sales contracts with
their companies. At the same time, Anericans are committed to
making greater efforts to pencetrate the Japanese market. llo

- guaranteces of more sales, and no starry-eyes. But it is a

potentially useful instrument for growth.

Business Response

A llew Year's Day story:in the lUew York Times says "Few American
chief executives possess any substantive experience in managing
their international business in the Pacific Basin." That story
should have been written on April 1. I don't believe it's
accurate, but the perception has got to be turned around.

For many U.S. products, Japan is the largest single foreign

market. Any firm that intends to be a world class conpetitor must

have an active presence in this market. It's important for its own
sake, as wvell as to give pause to Japanese cfforts in the U.S. and:
third country markets. i

American electronic companies are being given the opportunity to
access the Japanese market. But they will nced to:

-— Lstablish a higher corporate priority for securing their earned
share of the Japanese narket, with an appropriate resource
conmitment to meet Japan's special market needs.

-- Comnmit to long-term involvement in the Japanese market despite
high start-up costs, and fulfill all the standards of
performance which the Japanese expect on quality, price,
delivery and service.

~-- Ihcrease the personal involvement of high-level management in
serving the Japanese narket.

-- Send corporate selling and investment mnissions to Japan and ask
for your government's help in sponsoring such missions.

The firms which have been successful deserve great credit -~ I
understand what they have gone through. And I am confident that
additional efforts by American high-technology firms to establish
long~term relationships will also be successful.
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China

China offers huge opportunities for U.S. companies in many industry
sectors. llere is a market not hobbled by debts, where U.S. exports
are relatively low, and where there are tremendous possibilities
for growth. :

Peking has said it intends to sign contracts this year to import
$1 billion worth of advanced Western technology and equipnent. We
think they're very serious. :

U.S.- China trade has experienced a number of ups and downs since

"diplomatic relations were normalized in 1979. The

POost-normalization ecuphoria gave way to pessimism when the Chinese
abruptly cancelled most major projects bLecause of economic
difficulties, both internal and external. ‘

Recently, bilateral relations have improved. A nunber of
commercial agreements have been signed. U.S. conpanies have
negotiated offshore exploration and development contracts for oil
and gas, General Llectric has sold diesel locomotives. Boeing and
McDonnell Douglas have won substantial aircraft sales. ‘

We've gotten off the roller coaster of expectations and
discouragement to realistically evaluate the prospects for
U.5.-China trade over the coming years.

The future of U.S5.-China trade is bright and we are on the brink of
a major expansion in our trade relationship.

In April, President Reagan will visit China, the first trip to
China by an American President in nearly ten years. Last month,
Chinese Premier Zhao Ziyang visited the United States. The highest
ranking PRC leader ever to do so.

The President told Premier Zhao that his presence in the U.S.
"synbolizes the growing trust and cooperation between our two
countries", ‘that it "is within our grasp to reap enormous rewards"
from our friendship.

China has begun a vast modernization program to quadruple its
econonic output by the year 2000. The United States is now China's
third largest trading partner, and American investment in China is
over $500 million -- exceeding that of all other countries. Morce
than 100 U.S. firms have offices in China.

In addition, China does not have the foreign debt problems that
Plague nost of the developing world. Chinese foreign exchange
reserves are estimated at over $15 billion and growing. And China
is increasing its rolé in a stable and healthy East Asian econony.
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Developnents in U.S.- China Relations

Solving trade issues between China and the U.S. has been a slow
learning process -- for both sides, but we are solving or moving
then closer to resolution.

Let me sunnarize:

In 1981, the President moved to liberalize controls on our
"dual-use" exports to China. These are products and technical data
whiclh though specified for civilian use, could have significant
nilitary application. Ile determined that U.S. policy should
“support a secure, friendly, and modernized China."  Last year, the
President directed that China be placed in the same group with
other friendly countries for purposes of our export controls.

A major compléint of U.S. business toward our China policy was that

our export controls took too long to process. Since the
President's decision last May, nuch has been done to speed things

up and to remove uncertainties.

We are substantially increasing the quantity and sophistication of
exports to China. We will guadruple the nunber of approvals from
900 in 1983 to about 4,000 in 1984, by current estimates. But,’
there will be continuing trade problems with China. o

The Chinese simply must gain a better understanding of our trade
laws, which exist to protect Anerican producers from unfair trading
practices. Without our unfair trade laws, and effective’
enforcenent, Congressional pressure for formal, severe forms of
protectionism would be virtually impossible to withstand.

China Adopts International Trade Practices

We are encouraged that the Chinese are 1ncrea01nglj adopting
1nternat10na1 trade practices.

Beginning with_the Joint Venture Law of 1979, the Chinese have
enacted laws to encourage trade and foreign investment.

The most striking example of Chinese flexibility and pragnmatism wvas
a willingness to tailor their foreign enterprise income tax law to
cnsure that taxes paid by U.S5. o0il companies in China would qualify
for a foreign tax credit in the United States. The Chinese still
nave sone way to go, but they are moving in the right direction.

To improve our commercial relations with China, wve've tried to
clarify the various rights of foreigners in China by signing a
series of bilateral agreements covering trade, financial and
transportation matters. At present, we are close to agreemnents
involving incouwe taxes, foreign investnment, and nuclcar cooperation.

Approved For Release 2008/08/21 : CIA-RDP86M00886R002100040014-3




Approved For Release 2008/08/21 : CIA-RDP86M00886R002100040014-3

10

President Reagan signed two protocols with Premier Zhao at the
White llouse on January 12. One involved a five-year extension of
our agreement on cooperation in science and technology. Since
1979, 21 separate protocols have been signed under this umbrella
agreement in areas such as high-energy physics, hydropower
developnent, and environmental protection.

A second agreement concerns industrial and technological
cooperation. It will promote cooperation between our countries --
especially in those industrial sectors on which China puts priority
-- such.as coal, petroleun, transportation, telecomnunications, and
"upgrading Chinese plants and equipmrent.

The PRC has placed top priority on upgrading their energy sector.
U.S. companies have signed important contracts to assist China in
developing its coal and offshore o0il reserves. These projects will
involve decades of work .and tens of billions of dollars in
equipment, technology and investment.

U.S. suppliers of transportation equipment, computers, instruments,
chenicals and forestry products are all in an excellent p051t10n to
do business in China.

China has shown great interest in American electronics.

The 3M Corporation has agreed in principle with Chinese authorities
to establish the first venture in China to be wholly owned by a
najor foreign corporation. Previously, all foreign investment was
on a joint-venture basis. ' :

The 3M Corporation will be built a factory in Shanghai to
nanufacture products for telecomnunications, electric power
distribution, and electrical machinery.

Other priority areas for the Chinese include: Transportation,
where the General Electric Company last November announced an
agrecnent to supply China with 220 diesel electric locomotives.
China neceds very large railway purchases because they are
double~-tracking railroad beds and expanding electrification.

In the arca of commercial aircraft sales to China, McDonnell
Douglas signed a letter of intent to produce 25 commercial
jetliners in China. This sale will be wvorth several hundred
million dollars over the next six years.
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Conclusion

The challenges facing you in the Japanese and Chinese markets are
quite different. But in seceking to break down existing trade
barriers in Japan and in opening new doors to trade in China, two
qualities are essential: armed with patience and perseverance you
can achieve increasing U.S5. exports and create jobs for American
workers.

I think that the time has also come for our trading partners to
understand what we in this country now clearly recognize: that we
live in a hlghly interdependent global econony. '

Markets are no longer national or regional. Our open market system
requires our manufacturers to compete not only for custoners
overseas, but against robust foreign incursions into our domestic
narket as well. Automobiles, steel, textiles, cameras, and every
kind of consumer product have swamped our shores. We cannot
accept being excluded from those foreign markets whose firms enjoy
profitable operations here. Nor can we tolerate practices which
confer unfair competitive advantages. These nust be uprooted.

President Reagan has resisted protectionism and has stressed his
desire for an international trading system that is free and fair =--
a system that will keep open the international channels througa
which the exchange of goodo and ideas among nations will continue
to expand.

Believe me that is not rhetoric.

The President recognizes the strains produced Ly the unprecedented
expansion of wvorld trade, by the explosive jump in our inmports and
Ly the resulting legacy of dislocations and hardship for many.

The President recognizes that virtually every nation is under
severe domestic political pressure to protect its domestic markets
from what they perceive as injurious competiton.

Together, we will keep on the road to increasing trade and
investment liberalization by demonstrating to the global trading
comnunity far and wide, that it truly is the only way to secure a
healthy international cconomy.
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The Director of Central Intelligence

Washinglon.D. C. 20505
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27 March 1984

MEMORANDUM FOR: Chief, Technology Transfer

Task Force
FROM: Director of Central Intelligence
SUBJECT: Draft Remarks to Commonwealth Club,

Silicon Valley

This seems a 1ittle thin. Can you give

me anything more specific that would

be

interesting for some comments on technology

transfer at Silicon Valley.

C

William J. Casey
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